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Certified management standards (CMS), like norms, rely on decentralized enforce-
ment processes to guide firm behaviors. I analyze how two elements of CMS—
codification and certification—enable this institution to shape firm behaviors in
settings where norms are ineffective. I further theorize that these same two elements
limit the effectiveness of CMS by weakening enforcement processes. I contribute to
institutional theory by identifying possibilities and limitations for normlike institu-
tions to function beyond established boundary conditions.

Norms, informal rules, and codes of behavior
can create order without law by relying on a
decentralized enforcement process where non-
compliance is penalized with social and eco-
nomic sanctions (Ellickson, 1991; Greif, 1993;
North, 1990). Scholars suggest that these norm-
like institutions are particularly effective if
firms share a consensus about expected behav-
iors, if behaviors are observable, and if decen-
tralized enforcement processes are consistent
(Bendor & Swistak, 2001; Ostrom, 2000; Weiss,
2000). Yet, absent such conditions, these institu-
tions exert only a weak force on firm behaviors.
Given the potentially powerful effect of norm-
like institutions on firm behaviors, possibilities
to extend their functioning beyond established
boundary conditions carry important implica-
tions for institutional theory and management
practice. In this article I analyze the ability of
one such normlike institution to extend its func-
tioning beyond these conditions through the
codification and certification of desired behav-
iors. I theorize that codification and certification
enable this institution to shape firm activities
when consensus about expected behaviors is
incomplete and when behaviors are difficult to
observe. I further theorize, however, that these
same two elements limit the scope of normlike
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institutions by encouraging patterns of compli-
ance that introduce inconsistencies into decen-
tralized enforcement processes.

I focus on certified management standards
(CMS) to build my arguments. By doing so, my
analysis addresses a gap in existing institu-
tional theory for predicting factors that influ-
ence organizations in settings where firms lack
both consensus about expected behaviors and
information about compliance. CMS codify prac-
tices that are socially desirable (and potentially
profitable) in areas as diverse as environmental
management, labor management, and ecom-
merce security, and they grant certification to
firms that adhere to these practices (Organiza-
tion for Economic Cooperation and Development
[OECD], 2001). Examples of CMS include the ISO
14001 environmental management standard and
the SA 8000 labor management standard.

CMS constitute a normlike institution in that
they are, like norms, classified as a private-
decentralized institution (Ingram & Clay, 2000;
King, Lenox, & Terlaak, 2005). They are private
because they are created by nonstate actors,
and they are decentralized because they rely on
diffuse social and economic interaction for en-
forcing compliance (Ingram & Clay, 2000). For
policy makers, understanding the functioning of
private-decentralized institutions has become
particularly important as they attempt to ensure
social welfare by supplementing state-made
laws and regulations with nonmandatory initi-
atives, such as CMS, codes of conduct, and re-
porting frameworks (Delmas & Terlaak, 2001;
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Gunningham, Grabosky, & Sinclair, 1998;
Khanna, 2001; Post, 2000). The use of nonmanda-
tory social initiatives is also an important phe-
nomenon for management practice. Some man-
agers report that adoption of such initiatives
has been essential for their firms’ organization-
al and financial health (Grow, Hamm, & Lee,
2005).

Previous research on CMS has built on their
similarities to norms and, consequently, has lik-
ened the functioning of CMS to the functioning
of norms (Delmas, 2003; Guler, Guillen, &
Macpherson, 2002; Mendel, 2002). While such a
conceptualization seems intuitive and has gen-
erated important insights, I contribute to institu-
tional theory by focusing on CMS's unique
attributes: codification and certification. High-
lighting this difference between CMS and norms
enables me to shed light on the potential of
private-decentralized institutions to create order
without law in settings with incomplete consen-
sus and information—settings where normlike
institutions are expected to be ineffective (Greif,
1993; Ostrom, 2000; Weiss, 2000).

My study furthermore contributes to theory by
considering how strategic firm responses affect
the ability of private-decentralized institutions
to guide firm behaviors. Modeling firm re-
sponses to such institutions as strategic is rela-
tively common in New Institutional Economics
(e.g., Ostrom, 2000) but much less so in the man-
agement literature (Ingram & Silverman, 2002;
Scott, 2001). Yet conceptualizing firm responses
as passively driven by isomorphic pressures un-
necessarily restricts our understanding of the
mechanisms through which private-decentral-
ized institutions guide firms. This has prompted
scholars to call for integrating strategic behav-
ior into the analysis of private-decentralized in-
stitutions (Dacin, Goodstein, & Scott, 2002; In-
gram & Silverman, 2002; Oliver, 1991). Taking this
strategic perspective, I theorize how codification
and certification may limit the effectiveness of
private-decentralized institutions by soliciting
patterns of firm compliance that undermine de-
centralized enforcement processes.

My analysis also contributes to the growing
literature on corporate social responsibility (e.g.,
Frederick, 1994; McWilliams & Siegel, 2001). An
important debate in this literature centers on the
role of nonmandatory social initiatives in guid-
ing desired firm behaviors (Jiang & Bansal, 2003;
Khanna, 2001; King & Lenox; 2000; Post, 2000). My

analysis contributes to this debate by offering
insights into the functioning of one strong exam-
ple of a nonmandatory social initiative. It fur-
thermore contributes by providing potential con-
tingent effects that can support the transition
from corporate social responsiveness (i.e., so-
cially responsible behaviors caused by external
forces) to corporate social responsibility (i.e., so-
cially responsible behaviors caused by intrinsic
conviction; Frederick, 1994).

I follow the behavioral assumptions of the
boundedly rational choice perspective, and I as-
sume that firms are self-interested and seek to
maximize profits (Ingram & Clay, 2000; Simon,
1957). These assumptions associate my analysis
with a direction in the literature on corporate
social behavior that focuses on institutional re-
forms given organizational values, rather than
on the development of theories that provide the
moral underpinnings for better firm behavior
(Frederick, 1994). Examples of studies on corpo-
rate social behavior that have relied on these
assumptions include Russo and Fouts' (1997),
King and Lenox's (2001), and McWilliams and
Siegel’s (2001). However, my assumptions do not
take into account that intrinsic and self-enlight-
ened considerations may drive firm responses to
institutions (Scott, 2001) and that some firms may
pursue social initiatives even if they imply eco-
nomic losses (Windsor, 2001). I return to this is-
sue in the discussion of my analysis.

The article has four parts. First, [ use Ingram
and Clay's (2000) categorization of institutions to
juxtapose CMS against other institutions that
may shape socially desired firm behaviors. Do-
ing so allows me to circumscribe my research
context, and it clarifies differences between pri-
vate-decentralized institutions such as CMS and
public-centralized institutions such as laws.
Second, I use a macro perspective to theorize
about the enabling effects of codification and
certification. Specifically, I hold constant firm
attributes and analyze how codification and cer-
tification may enable CMS to command firm
compliance in various settings where norms
would normally fail. Third, I take a micro per-
spective and allow for firm ditfferences in order
to investigate how codification and certification
may solicit a pattern of compliance that under-
mines the decentralized enforcement process
and, thus, limits CMS's effectiveness to guide
firm behaviors. Fourth, I discuss my analysis
and outline implications for future research.
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EMPIRICAL CONTEXT

Ingram and Clay (2000) classify institutions
based on two dimensions: (1) public or private
and (2) centralized or decentralized. Public or
private refers to who makes the institution.
States produce public institutions, whereas or-
ganizations and individuals create private insti-
tutions. The second dimension, centralized ver-
sus decentralized, refers to how the institution is
enforced. Centralized institutions are enforced
through designated central functionaries,
whereas decentralized institutions rely on dif-
fuse individuals to punish institutional viola-
tions (Ingram & Silverman, 2002).

Laws are a classic example of a public-
centralized institution (Ingram & Clay, 2000).
They are public because they are created by the
state, and they are centralized because they are
enforced by a court system—that is, a desig-
nated functionary. Note that this classification
considers both private law and public law as
public-centralized institutions. Although private
law gives standing to private and decentralized
actors to bring a cause of action, it is a central
designated functionary (the courts) that adjudi-

cates violations and imposes penalties. Hierar-
chies and industry codes (e.g., the codes that
govern members of the diamond and cotton in-
dustries) are examples of private-centralized in-
stitutions (Bernstein, 1992, 2001; Ingram & Silver-
man, 2002). They are private because they are
created by organizations other than states, and
they are centralized because they designate an
authority that enforces compliance. Finally,
norms are the archetype of a private-decentral-
ized institution (Ingram & Silverman, 2002). They
emerge from unorganized social interaction,
and they are enforced through uncoordinated
and decentralized interactions of individual ac-
tors.

Voluntary social initiatives may take the form
of private-decentralized institutions or private-
centralized ones. Figure 1 illustrates the various
positions.

Voluntary social initiatives resemble a pri-
vate-centralized institution if they are centrally
enforced. The chemical industry’s Responsible
Care Program and forestry’'s Sustainable For-
estry Program, for example, are created and
enforced through the respective industry associ-

FIGURE 1
Institutional Classification of Social Initiatives

Centralized Examples: Industry programs/codes
Responsible Care Program,
Sustainable Forestry Initiative
Enforcement
Private-centralized institutions
Decentralized Examples: Certified management standards

Private-centralized institutions

ISO 14001, SA 8000, BBBOnlLine

Public-centralized institutions
Examples: Laws
Labor laws, environmental

laws, etc.

Ethics codes

Private

(Voluntary: No legal backdrop)

Public
(Mandated: Strong legal backdrop)

Creator
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ations. These associations have central enforce-
ment power because they arbitrate violations
and can exclude noncompliant firms from the
associations (King & Lenox, 2000).

As a private-decentralized institution, CMS
lack a designated enforcement functionary. In-
stead, CMS derive their power from the uncoor-
dinated social and economic interaction among
firms and other transacting parties, such as in-
dustrial buyers, end consumers, and communi-
ties (Loya & Boli, 1999). Examples of CMS include
the ISO 14001 environmental management stan-
dard, the SA 8000 labor management standard,
and the BBBOnLine information management
standard. Note that these standards are housed
in specific (centralized) institutions: ISO 14001 is
housed in the International Organization for
Standardization, a private nongovernmental or-
ganization; SA 8000 is housed in Social Account-
ability International, a nonprofit organization;
and BBBOnlLine is housed in the Council of Bet-
ter Business Bureaus, another private nonprofit
organization. However, these institutions merely
maintain the standards and are not responsible
for their enforcement. By the end of 2003, approx-
imately 66,000 firms were ISO 14001 certified (In-
ternational Organization for Standardization,
2003), 18,000 firms had received BBBOnlLine cer-
tification (Better Business Bureau, 2004), and 429
firms were certified with SA 8000 (Social Ac-
countability International, 2004a).! Besides shar-
ing the defining features of a private-decentral-
ized institution, these standards also have in
common that their creation involved representa-
tives from various stakeholder groups (e.g.,
NGOs, industry, and consumers; European Com-
mission, 2003; OECD, 2001). They furthermore re-
semble one another in that they all provide cod-
ified management practices and third-party
certifications for compliant firms.

A distinction that coincides with the differen-
tiation of public and private institutions is
whether or not litigation can be used to enforce

! Differences in uptake partially reflect the standards’
varying ages. The ISO 9000 quality management standard is
another private-decentralized institution that fits this list of
examples. Some scholars argue that ISO 9000, although fo-
cused on quality management, has a strong social compo-
nent and, thus, serves to enhance social welfare (Raiborn &
Payne, 1996). However, while the logic of my analysis does
not preclude this standard, I do not include it so as to avoid
a distracting discussion about its social relevance.

compliance. Because of the authority vested in
states, noncompliance with public (i.e., state-
created) institutions can have legal conse-
quences. For Figure 1, considering this addi-
tional distinction allows a more differentiated
treatment of ethics codes. I position ethics codes
as a hybrid between a private-decentralized in-
stitution and a public-centralized one. I use
these codes to highlight the possibility that pri-
vate institutions that are theoretically voluntary
(i.e., not legally required) may not be voluntary
in practice and that they consequently resemble
a public-centralized institution that is enforced
through a designated functionary. In the case of
ethics codes, adoption has become practically
mandatory and centrally enforced, because the
Federal Sentencing Guidelines reduce sen-
tences for firms that have compliance and ethic
codes.?

Thus, as far as the absence of an ethics code
can be interpreted to give private actors the
right of action for breach of directors’ fiduciary
duty, ethics codes begin resembling a public-
centralized institution that is enforced through a
designated functionary. The Sarbanes-Oxley
Act further strengthens the legal backdrop of
ethics codes by requiring firms to disclose their
code or else explain why they do not have one.
For my analysis, distinguishing between initia-
tives that are only theoretically voluntary versus
those that are also practically voluntary is im-
portant. My analysis examines how a private-
decentralized institution may create order with-
out law. Thus, my reasoning refers to the
functioning of initiatives that operate against
weak legal backgrounds, maintain that noncom-
pliance is legal, and leave firms with a real
choice to comply or not.

THEORY DEVELOPMENT

Institutional similarities between CMS and
norms make it tempting to liken the functioning
of CMS to that of norms. Yet, rather than uncov-
ering parallels between these two institutions, I

2Courts find that the absence of such codes can be a
cause of action for managerial breach of fiduciary conduct.
In the Caremark case, for instance, the Delaware court dis-
missed allegations of criminal violations on the grounds
that the company’s directors had performed their duties as
evidenced by the existence of a compliance and ethics pro-
gram (Transparency International, 2004).
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use the literature on norms to theorize how cod-
ification and certification enable CMS to shape
firm behaviors in settings where norms are ex-
pected to fail. For this analysis I initially employ
a macro perspective that does not consider firm
differences and implies that hypotheses are
governed by ceteris paribus assumptions with
regard to firm attributes. Subsequently, I adopt
a micro perspective and allow for firm differ-
ences in order to analyze how codification and
certification may result in compliance patterns
that inhibit CMS'’s effectiveness in guiding firm
behaviors.

CMS and Norms

How do CMS shape firm behaviors under con-
ditions of incomplete consensus and informa-
tion—settings that violate the boundary condi-
tions for norms to function? I first review how
norms shape firm behaviors before analyzing
the enabling and impeding etffects that codifica-
tion and certification have on private-decentral-
ized institutions.

Despite the lack of legal sanctions, norms can
be a powerful influence on firm behaviors (El-
lickson, 1991; North, 1990; Ostrom, 2000; Uzzi,
1996): "norms specify how things should be
done; they define legitimate means to pursue
valued ends” (Scott, 2001: 55). Intrinsic incentives
are an important driver of firm compliance when
norms are internalized (Scott, 2001). Concepts
from New Institutional Economics emphasize
how external incentives can cause interest-
seeking firms to adhere to norms, even if the
norms are not internalized (Greif, 1993; Ingram &
Clay, 2000; Ostrom, 2000). One such incentive is
the threat of penalizing noncompliance with
economic and social sanctions. Rejection of a
norm may be punished through cessation of so-
cial relationships, ostracism from the group, and
refusal of future economic exchange (Ellickson,
199]; Ingram & Silverman, 2002). Thus, while
these social and economic penalties cannot be
sought through litigation (as would be the case
for noncompliance with laws), norms may be
able to create order without law by using decen-
tralized social and economic interaction to tie
the potential for future gains to current compli-
ance (Axelrod, 1986; Greif, 1993).

Research on norms suggests that a number of
boundary conditions must exist for norms to
command compliance (Axelrod, 1986; Greif, 1993;

Ostrom, 2000). One condition is a consensus
about the means and ends implied by the norm
(Salbu, 1994; Weiss, 2000). Another condition is
the risk of tarnishing one's reputation when re-
jecting the norm. This risk is perceived if there is
agreement about the worth of compliance and if
noncompliance can be detected (Bendor &
Swistak, 2001; Greif, 1993; Weiss, 2000).

Interestingly, while CMS share the defining
institutional features of norms, they appear to
guide firm behaviors in settings that do not meet
the conditions for norms to function. Internet
security management standards, for example,
operate in a field that is young and still lacks
consensus on best practices (Hunker, 2002).
Other standards guide firm behaviors in set-
tings that lack consensus about best practices
because of firms’ heterogeneous cultural back-
grounds. Labor management standards, for ex-
ample, coordinate the interaction of firms from
various countries and continents. Furthermore,
some CMS operate in settings where noncompli-
ance with practices is difficult to detect. End
consumers in the United States, for instance,
cannot observe whether a garment manufac-
turer indeed complies with best labor manage-
ment practices in remotely located textile mills.
The question, then, is how CMS may guide firm
behaviors when consensus about best practices
is incomplete and when transacting parties
have difficulties observing relevant firm prac-
tices.

Enabling Effects of Codification and
Certification

CMS and norms share their defining institu-
tional features, but CMS differ from norms in
that they capture in a written and codified form
how things should be done. Furthermore, unlike
norms, CMS entail a certification element that
makes visible whether a firm indeed does
things in the way they should be done. I theorize
that these two features allow CMS to engage
firms in settings where norms would fail to do
so.

Codification of practices. Norms are typically
unwritten and, as a result, agents must share a

3 Other factors that shape a norm's effectiveness in guid-
ing firms include participation rules, relationship duration,
access to a mechanism to resolve disputes, and a shared
desire to maximize welfare (Ostrom, 2000; Weiss, 2000).
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common understanding of the legitimate means
to pursue valued ends regarding them (Bendor &
Swistak, 2001; Bilder, 2000; Scott, 2001). If agents
lack consensus on the interpretation of means
and ends, sanctioning will become unsystem-
atic because different behaviors constitute com-
pliance or defection, and the norm will conse-
quently lose its effectiveness in guiding firm
behaviors (Weiss, 2000). For example, with re-
spect to the informal laws that coordinated the
activities of the Maghribi traders, Greif argued
that “for punishment to be effective there must
be a consensus about which actions constitute
‘cheating” (1993: 531). Building on insights from
the literature on collaboration and knowledge
codification, I argue that codification of how
things should be done may enable CMS to
shape the behavior of firms even in settings
where consensus on how things should be done
is incomplete.

Collaborating firms need to agree on ways to
interact and manage the transfer of knowledge,
products, and services. Codification of organiza-
tional rules and knowledge can facilitate such
consensus in two ways. First, codification can
increase consensus by requiring agents (organi-
zations) to make their rules explicit (Benezech,
Lambert, Lanoux, Lerch, & Loos-Barain, 2001).
Research on the Delphi method suggests that by
forcing agents to spell out their own rules, cod-
ification can enable iterative rounds of bench-
marking that foster consensus on various issues
(Munier & Ronde, 2001). Second, codification
may reduce the problems of incomplete consen-
sus by creating reference points that limit room
for divergent interpretations (Avadikyan,
Llerena, Matt, Rozan, & Wolif, 2001). Codified
contents may become an authority to which
agents can turn when uncertain about appropri-
ate behaviors (Cowan, David, & Foray, 2000).
Thus, codification allows the reconstitution of
knowledge and rules for different periods, geo-
graphical locations, and agents (Cohendet &
Meyer-Krahmer, 2001; Cowan et al., 2000).

For CMS, these findings suggest that, through
codifying best practices, CMS may both foster
consensus and reduce the problems of incom-
plete consensus. They foster consensus by en-
couraging conversations about how things
should be done (Salbu, 1994), and they amelio-
rate the negative consequences of incomplete
consensus by creating explicit reference points
firms can refer to in order to assess behavior.

However, this is not to suggest that codification
can overcome deep divisions in organizational
interpretations of values and ideas (Salbu, 1994).
Just as firms need to agree on basic aspects in
firm collaborations, they also need to agree on,
for example, the desirability of worker safety.
Once a basic agreement is in place, codification
may help reconcile different notions of manag-
ing worker safety.

As far as codification fosters consensus or
counteracts the negative consequences of in-
complete consensus, it should facilitate the de-
centralized process that enforces compliance
with private-decentralized institutions. Conse-
quently, I expect that CMS are more effective
than (unwritten) norms in guiding firm behav-
iors in settings where there is incomplete con-
sensus on how things should be done. I posit the
following.

Proposition 1: CMS will be more effec-
tive than norms in guiding firm prac-
tices in settings where consensus
about these practices is incomplete.

Proposition 1 assumes that it is possible to
codity relevant practices. Yet in some contexts
codification may not be possible because of the
contexts’ complexity and variability. For exam-
ple, practices may be particularly difficult to
codity if they need to capture tacit knowledge
possessed by individuals (Fernie, Green, Weller,
& Newcombe, 2003; Subramaniam & Venkatra-
man, 2001). This conclusion restricts the superi-
ority of CMS as suggested by Proposition 1 to
contexts in which codification of practices is
feasible.

Proposition 1 can be made more applicable by
specifying contexts in which consensus about
best practices is likely to be incomplete. One
such situation is an emerging management
field. Just as emerging industries lack consen-
sus on dominant business models (Aldrich &
Fiol, 1994; Sanders & Boivie, 2004), recently
emerged management fields frequently lack
consensus on how to do things. For instance,
Eisenhardt and Martin (2000) cite examples of
internet firms’ adoption of simple rules to guide
strategic decisions as a response to a lack of
dominant solutions in rapidly evolving industry
conditions. It takes time for firms to form a con-
sensus in such emerging fields because learn-
ing is slow, situations are complex, information
is sparse and contradictory, and mind frames
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are resistant to change (Cole, 1998). As a result,
different notions still exist, for example, for how
best to manage the security and reliability of the
internet and other distributed information tech-
nology systems (Hunker, 2002). Yet despite in-
complete consensus, CMS that address internet
and information security (such as BBBOnlLine)
have started guiding firm behaviors in this area.
To the extent that codification of practices helps
reconcile and reduce the effects of incomplete
consensus about best practices, I expect the fol-
lowing.

Hypothesis la: CMS will be more ef-
fective than norms in guiding firm
practices in recently emerged man-
agement areas.

Consensus may also be incomplete when
transactions involve parties with heterogeneous
cultural backgrounds (Adler, 1986; Graham,
Mintu, & Rodgers, 1994; Hofstede, 1980). Stephens
and Greer (1995) note that cross-national firm
alliances are frequently doomed to fail because
of heterogeneous cultural assumptions that ini-
tiate or compound differences in organizational
processes, technology, and practices. For in-
stance, U.S. employees typically consider partic-
ipatory management as part of best labor
management practices, whereas Mexican em-
ployees feel more uncomfortable providing de-
cision-making input or assuming decision-
making responsibilities (Stephens & Greer,
1995).

Salbu (1994) notes that cultural differences are
particularly stark in the context of international
business ethics because culturally derived
norms (rather than, for example, technology) de-
fine limits of acceptable behaviors. Yet despite
distinct cultural differences and associated in-
complete consensus, CMS now guide labor man-
agement practices in cross-border firm transac-
tions (OECD, 2001). Cultural firm differences
also exist, albeit to a lesser degree, in cross-
industry transactions. In fact, cross-industry dif-
ferences in cultures and beliefs may be suffi-
ciently stark to hamper collaborative efforts
(Albino, Garavelli, & Schiuma, 1999; Simonin,
1999). Yet various CMS—for example, environ-
mental management standards—guide firm
practices in cross-industry interactions. Thus, if
differences in cultural backgrounds are associ-
ated with incomplete consensus on how things
should be done, and if codification reduces such

incomplete consensus, I anticipate the follow-
ing.

Hypothesis 1b: CMS will be more ef-
fective than norms in guiding firm
practices in cross-cultural transac-
tions.

Certification of practices. The threat of sanc-
tioning noncompliance by tarnishing the defec-
tor's reputation is an important driver of firm
compliance to norms (Bendor & Swistak, 2001;
Ingram & Clay, 2000). For this threat to be effec-
tive, however, relevant firm activities need to be
visible to transacting partners so that defection
can be detected and publicized (Greif, 1993;
Weiss, 2000). For instance, letter exchanges be-
tween Maghribi traders who relied on a system
of private-decentralized institutions to regulate
the behavior of agents underline the degree to
which information about behaviors is a critical
element for the functioning of so-called lawless
systems. In the case of the Maghribi traders,
merchants had established a letter exchange
system to verify trade-related information and to
inform one another about past behaviors of
agents (Greif, 1993).

Many firm activities are inherently difficult to
observe for transacting partners. Environmental
or labor management practices, for example,
primarily relate to internal firm processes,
which makes them difficult for external ex-
change partners to observe. I argue that certifi-
cation may partially overcome this problem and
allow CMS to guide firm behaviors in settings
where incomplete information would, ceteris pa-
ribus, reduce the effectiveness of norms to shape
firm behaviors. Consequently, CMS play an im-
portant role in guiding firm activities when
norms are ineffective or absent. CMS offer third-
party certification to firms that comply with the
practices outlined in the standard. Firms need to
recertify at regular time intervals (typically, ev-
ery three years), as well as submit to annual
surveillance audits in order to maintain certifi-
cation (SAI, 2004b). Certified companies have
permission to publicly display their certifica-
tion. This certification makes transparent a
firm's behavior in conditions where such behav-
ior could not otherwise be inferred.

At a minimum, certification indicates to trans-
acting parties that the firm has implemented the
practices outlined in the CMS. As far as these
practices result in superior performance, certifi-
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cation may also be a proxy indicator for firm
performance in the area targeted by the stan-
dard (e.g., superior environmental protection or
information security; European Commission,
2003). Furthermore, if best practices are linked to
general firm competencies (Wenmoth & Dobbin,
1994), certification can also be an indicator of
underlying firm capabilities. However, certifica-
tion cannot indicate what a firm does poorly or
does not do at all. This is because certification is
voluntary, and a lack of certification, hence,
does not allow inference about the practices and
attributes of noncertified firms.* As a result, cer-
tification can merely identify firms that do good,
but it cannot necessarily identify those that do
bad.

Despite revealing only compliance (and not
defection), certification may nonetheless be able
to shape firm behaviors by enabling transacting
parties to reward compliance (rather than sanc-
tion defection). Of course, transacting parties
will reward certification only if they attach a
worth to firm compliance with the practices out-
lined in the CMS. In the context of environmen-
tal management standards, for example, trans-
acting partners may reward certification
because they believe that best environmental
practices are evidence of superior operational
performance that translates into higher-quality
products (Russo & Fouts, 1997). Industrial buyers
may furthermore attach a worth to supplier com-
pliance because best environmental practices
may reduce the risk of accidents that cause
shortages of important input materials and
damage the reputation of supply chain partners
(Reinhardt, 1999; Slawsky, 2004). End consumers
may be willing to reward certification because
supporting environmentally conscious firms
may confer prestige within a community, induce
others to purchase from these firms, or simply
fulfill an enlightened self-interest (Reinhardt,
1998).

A similar logic may influence the willingness
of transacting parties to reward compliance
with best labor management practices. There-
fore, as far as certification of compliance with
CMS practices is associated with a reward, cer-

4For example, survey results suggest that firms some-
times comply with best practice yet forgo certification to
avoid certification costs, further adjustments to systems, or
inspection by outside agents (Naveh, Marcus, Allen, & Koo
Moon, 1999).

tification may be a substitute for the incentive
effect that results from sanctioning noncompli-
ance in settings with full information. As a re-
sult, CMS may be more effective than norms in
guiding firm behaviors in settings where rele-
vant firm activities are difficult to observe.

Proposition 2: CMS will be more effec-
tive than norms in guiding firm prac-
tices in settings where these practices
are difficult to observe.

Next, two hypotheses increase the applicabil-
ity of Proposition 2 by stipulating conditions that
make it difficult for transacting partners to ob-
serve firm activities. First, physical distance
may prohibit interested parties from observing
firm practices (Katz & Tushman, 1979). This is
because physical distance makes it more diffi-
cult for parties to visit relevant firm sites and to
collect information. Furthermore, any informa-
tion that does spill out from the firm is likely to
be localized and slow to travel, the more so the
greater the distance (Adams, 2002). As a result,
certification may enable CMS to be more effec-
tive than norms in guiding firm practices when
geographical distance inhibits transacting par-
ties from fully observing relevant practices.
Cases in point are CMS that guide labor man-
agement practices in overseas garment manu-
facturing plants. Therefore, I expect the follow-
ing.

Hypothesis 2a: CMS will be more ef-
fective than norms in guiding firm
practices that are physically removed
from transacting parties.

Some products and services allow transacting
parties to draw inferences about specific firm
activities. For example, poor customer service
allows customers some inference about the
firm's employee training programs (Guy, 1997;
Reidenbach & Minton, 1991). Similarly, poor
quality control practices may manifest in defec-
tive products. To the extent that firm behaviors
translate into output attributes and to the extent
that these attributes are observable, the need to
make firm behavior observable through certifi-
cation decreases. Yet product (or service) quality
may not always be assessable, and, further-
more, not all firm practices translate into notice-
able product attributes.

The quality of goods and services may not be
assessable at all—even after consumption—in
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the case of credence goods (Nelson, 1974). For
example, assessing the services of medical doc-
tors is problematic. Even after receiving treat-
ment, patients often cannot assess whether the
specific treatment was required and whether
their subsequent well-being (or discomfort) is
linked to the treatment (Emons, 1997). Whereas
credence qualities make it particularly difficult
to assess product attributes and, thus, prohibit
inference about any underlying firm practices,
other goods may reveal their quality prior to or
after consumption and yet still may not allow
inference about particular firm activities. For
example, although a defective garment may al-
low inference about the manufacturer’'s quality
control practices, it does not allow inference
about the firm's environmental management
practices, nor does it inform the buyer about
whether the firm treats its workers fairly. This is
because environmental management practices
and most labor management practices primarily
manifest at the firm's site—for example, through
decreased emissions or greater worker health—
rather than in end products. For cases in which
product and service attributes do not allow
transacting parties to draw inferences about a
firm's practices of interest (such as environmen-
tal practices or information security practices), I
expect that certification of these practices en-
ables CMS to be more effective than norms in
guiding firm behavior in the respective manage-
ment areas.

Hypothesis 2b: CMS will be more ef-
fective than norms in guiding firm
practices that are not manifested in
product and service attributes.

Thus far, [ have held firm attributes constant
and have theorized how codification and certifi-
cation of practices may enable CMS to be more
effective than norms in establishing order with-
out law. Next, I hold environmental conditions
constant while allowing for firm differences in
order to theorize how codification and certifica-
tion may reduce the effectiveness of CMS.

Impeding Effects of Codification and
Certification

Following the assumptions of a boundedly ra-
tional approach to firm behavior, firm responses
to CMS are driven by explicit, firm-individual,
cost-benefit considerations, and a firm will com-

ply only if it deemes it profitable to do so. Be-
cause firms diverge in resources and perfor-
mance, compliance costs and benefits will differ
across firms, and firm responses to CMS there-
fore will vary. I explain these differential firm
responses and theorize how resulting patterns
of compliance may result in inconsistent en-
forcement processes that reduce the effective-
ness of CMS to guide firm behaviors.

Codification of practices. Research in corpo-
rate social responsibility suggests that firm
inefficiencies can create room for win-win situ-
ations—that is, situations in which an improve-
ment in firm practices increases firm efficien-
cies as well as social wellare (Graedel &
Allenby, 1995; Porter & van der Linde, 1995;
Reinhardt, 1999). Boyd, Tolley, and Pang (2002),
for example, found that technical improvements
allowed producers of glass containers to reduce
nitrogen oxide emissions while improving their
productivity. The magnitude of such win-win sit-
uations is debated (Palmer, Oates, & Portney,
1995), but agreement exists that firm inefficien-
cies are quite common and difficult to amelio-
rate (Frantz, 1988; Leibenstein, 1966). One reason
for the persistence of substandard practices is
the cost of identifying better ones (Arrow, 1974).
Through compilation and codification of avail-
able best practices in their respective manage-
ment areas, CMS may reduce this cost. Research
suggests that compilation and codification are
increasingly important since operational
choices have become more numerous and com-
plex (ODell & Grayson, 1998; Ruggles, 1998).
Thus, assuming a potential for win-win situa-
tions, codification of best practices may enable
CMS to improve social welfare as well as firm
efficiency in the standards’ respective manage-
ment areas.

Levels of firm inefficiencies vary across firms
(Frantz, 1988). These levels and the ability of
codified practices to reduce inefficiencies may
be related in two ways. From the perspective of
theories of absorptive capacity (Cohen &
Levinthal, 1990), high-performing, efficient firms
may be better able to exploit codified practices.
This is because firms require absorptive capac-
ity to utilize external knowledge, and firms with
larger absorptive capacity presumably have
smaller inefficiencies because of their greater
ability to update and adapt their resource bases
(Cohen & Levinthal, 1990; Zahra & George, 2002).
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Conversely, firms with higher inefficiencies—
that is, poor performers in the respective man-
agement areas—may benefit more from codified
practices because their marginal costs for im-
proving efficiency are smaller. Presumably,
firms with substandard practices have more op-
portunities to exploit low-hanging fruit (Rein-
hardt, 1999). Furthermore, arguments of absorp-
tive capacity have proven particularly relevant
in the context of transferring and exploiting
complex and tacit knowledge in alliances and
technology ventures (Lane & Lubatkin, 1998;
Mowery, Oxley, & Silverman, 1996). CMS, how-
ever, tend to offer a relatively simple set of cod-
ified good practices (Hemenway & Hale, 1996).
As a result, the level of absorptive capacity re-
quired for exploiting these practices may be
comparably small. Thus, I expect that codifica-
tion of practices translates into comparably
greater efficiency gains for firms with lower per-
formance in the management area targeted by
the CMS and that these firms thus comply with
the CMS.

Proposition 3a: CMS engage firms that
have below-average performance in
the respective management areas tar-
geted by the standards.

Certification of practices. Incomplete informa-
tion about a firm's performance may reduce so-
cial welfare by inhibiting transacting parties
from identifying and encouraging better-per-
forming firms (Akerlof, 1970). For example, trans-
acting parties may be willing to reward firms
that protect their private information. However,
incomplete information about relevant firm per-
formance inhibits transacting parties from dif-
ferentiating between truthful claims of superior
consumer privacy and false ones. As a result,
they are unwilling to reward firms that claim to
protect consumer privacy, and firms thus have
little incentive to ensure the safety of private
information. This may result in an underprovi-
sion of socially desired goods, such as consumer
privacy in ecommerce, environmental protec-
tion, or protection of labor (Reinhardt, 1998). Cer-
tification of best practices may be one way to
address this problem of asymmetric information
(Akerlof, 1970).

Following the structure of a signaling game
(and temporarily leaving aside the effect of cod-
ification) suggests that the net benefit of certifi-
cation is larger for firms with superior perfor-

mance in the management area targeted by a
management standard (Spence, 1973). This is be-
cause the willingness of transacting parties to
reward certification should be similar across
certified firms (at least within an industry), but
poor performers incur greater certification costs.
As far as poor performance is symptomatic of a
lack of underlying firm capabilities, poor per-
formers will incur greater costs, because each
unit of adjustment that is required for bringing
practices up to par for certification requires
greater effort. Firms with higher performance, in
contrast, incur lower certification costs, because
practices are already up to par and because
better firm capabilities reduce the cost of any
needed adjustments. Scholars find that, in the
context of environmental management stan-
dards, compliance costs are indeed greater for
firms with lower environmental performance
(Darnall & Edwards, 2004; Ferrer, Gavronski, &
de Laureano, 2003). Practitioners confirm a com-
pliance cost function that slopes downward with
firm performance in the context of quality man-
agement standards (Marquardt, 1992).

If the reward for certification is constant and if
certification costs increase with a decrease in
firm performance, then the net benefit of certifi-
cation is larger for firms with better perfor-
mance in the standards’ respective manage-
ment areas. Thus, I expect that certification of
practices translates into comparably greater
benefits for firms with higher performance and
that such high performers will engage in CMS.

Proposition 3b: CMS engage firms that
have above-average performance in
the respective management areas tar-
geted by the standards.

Combining the effects of codification and cer-
tification. Private-decentralized institutions de-
rive their power from uncoordinated social and
economic interaction (Ingram & Clay, 2000). I
argue that codification can reduce the effective-
ness of this decentralized interaction by causing
failure in the sorting effect of certification. This
failure results in compliance by both high and
low performers and introduces inconsistencies
into the enforcement process.

Certification of practices allows transacting
parties to differentiate high performers from low
performers if gaining certification is too costly
or is impossible for the latter group (Spence,
1973). Recall that, in the context of CMS, certifi-
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cation does not attest to specific performance
levels or outcomes; instead, it attests to the ex-
istence of (or compliance with) certain practices
(European Commission, 2003). However, attest-
ing to practices rather than outcomes does not
automatically preclude certification from differ-
entiating among performance levels. Differenti-
ation is still possible if compliance to best prac-
tices either is indicative of superior levels of
performance or induces superior performance. I
argue that codification reduces the likelihood
either scenario will occur.

Certification of CMS practices may be indica-
tive of high firm performance if identification
and implementation of these practices require
capabilities that are more frequently possessed
by firms that perform well in the management
area targeted by the CMS. In fact, research sug-
gests that, in general, better-performing firms
tend to have a greater capability to execute thor-
ough searches and identify best practices
(George, 2005). However, CMS codify best prac-
tices and make them widely available, thereby
reducing search and implementation costs and
enabling poor performers to receive certifica-
tion. A practitioner explains that in the case of
ISO 14001, for example, the standard "outlines
system elements, with advice on how to initiate,
implement, improve, and sustain the system”
(Jayathirtha, 2001: 248).

A simplified analogy describes this situation:
one can think of certification of practices as an
exam that tests how students solve problems
(i.e., the process of problem solving).® Presum-
ably, only intelligent students are able to iden-
tity best processes. However, the provision of
codified practices translates into the provision
of a course reader that outlines best approaches
to problem solving. Given this course reader,
merely testing whether students can recite ap-
proaches to problem solving would no longer
differentiate intelligence levels.

Certification of practices and simultaneous
codification would not necessarily reduce the
sorting effect of certification if compliance with
codified practices resulted in comparably supe-
rior performance levels. Returning to the anal-
ogy. passing the exam could still be indicative

S For this analogy to correspond, the exam needs to test
whether students can perform certain processes (practices),
rather than whether they arrive at a specific answer to a
given problem (outcome).

of higher intelligence levels if studying the
course reader allowed poorer-performing stu-
dents to improve their intelligence. Yet the effect
of complying with codified practices on firm per-
formance is likely to vary according to firm ca-
pabilities and initial firm performance (Cohen &
Levinthal, 1990). It is possible that codified prac-
tices remove the worst inefficiencies, but they
may not turn laggards into leaders. Absent other
firm capabilities that enable a firm to modity
codified practices in order to meet individual
needs, and absent capabilities that allow an
ongoing learning process, improvements may
be limited, and resulting performance levels
may vary and continue to lag behind (Zahra &
George, 2002). Research suggests that, in some
cases, implementation of codified practices may
even decrease performance (Westphal, Gulati, &
Shortell, 1997).

If compliance with best practices does not al-
low one to draw inferences about superior firm
performance and if compliance does not neces-
sarily induce superior performance, certification
can no longer differentiate high performers from
poor performers. This situation threatens the de-
centralized enforcement process: as ongoing in-
teraction between firms and transacting parties
provides some information about the perfor-
mance level of compliant (certified) firms, par-
ties may cease rewarding certification as they
realize that both high and low performers are
certified. This is a major issue for the ISO 9000
quality management standard, which served as
the role model for its younger ISO 14001 sibling.
For ISO 9000, a practitioner remarked that “our
worst supplier was ISO registered and our best
is not” (Naveh et al., 1999: 278). Another practi-
tioner remarked that “"ISO continues to be per-
ceived as no sign of quality” (Naveh et al., 1999:
273). As transacting parties cease rewarding
compliance, however, firms will lack the incen-
tive to comply with practices at socially desired
levels.®

Problems also arise if some parties use evi-
dence of compliant high performers to interpret
CMS certification as a signal of superior perfor-
mance while others infer from compliant low

8 Note that as far as compliance allows firms to remove
inefficiencies, we should continue to observe some compli-
ance. However, underprovision will result as soon as so-
cially desired levels of compliance are above levels re-
quired for firms' internal improvements.
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performers that CMS serve as an improvement
tool for laggards. For example, in the context of
the ISO 14001 environmental management stan-
dard, some practitioners expect the CMS to “dis-
tinguish companies that are doing the bare min-
imum from those that are committed to
environmental excellence” (Morella, 1996),
whereas others expect the CMS to provide "a
toolbox of good ideas” that removes inefficien-
cies in poorly performing firms (Collins, 1996;
Fielding, 1998; Klaver & Jonker, 2000). Such dif-
ferent interpretations are problematic because
they result in inconsistent patterns of enforce-
ment. Specifically, parties that view CMS as im-
provement tools may sanction noncompliant
firms that they believe to be poor performers or,
conversely, reward compliant firms that they be-
lieve to be poor performers. Such a pattern of
enforcement is inconsistent with that pursued
by those who interpret CMS as signals of supe-
rior performance. As a result, firms are con-
fronted with inconsistent and spotty enforce-
ment patterns that ultimately reduce the
etffectiveness of CMS to guide firm behaviors.
Codification (and certification) may thus be a
double-edged sword. On the one hand, I sug-
gested earlier that codification may create con-
sensus on how things should be done—for ex-
ample, codification may spell out the reporting
procedures that help protect consumer informa-
tion. On the other hand, codification, in combi-
nation with certification, may create a pattern of
compliant firms that causes confusion about the
more general meaning of the CMS—for exam-
ple, are these reporting procedures part of supe-
rior consumer protection systems on which lead-
ing firms rely, or are they basic tools that allow
firms that lack comprehensive systems to mini-
mally respond to consumer concerns? As far as
this confusion results in inconsistent enforce-
ment patterns, decentralized enforcement pro-
cesses are impeded, and the effectiveness of
CMS to guide firm behaviors will be reduced.

Proposition 4: Engaging above- and
below-average performers weakens
decentralized enforcement processes
and thereby reduces the effectiveness
of CMS to guide firm practices.

DISCUSSION

I analyzed one example of a private-decen-
tralized institution—CMS—to develop an under-

standing of the role that nonmandatory social
initiatives may play in shaping socially desired
firm behaviors. A macrolevel analysis in which I
did not consider firm differences suggests that
codification and certification may allow CMS to
guide firm behaviors in settings where private-
decentralized institutions are thought to fail.
However, an analysis that considers firm differ-
ences suggests that codification and certifica-
tion may reduce CMS's effectiveness by encour-
aging patterns of compliance that introduce
inconsistencies into decentralized enforcement
processes. My findings have implications for in-
stitutional theory and the literature on corporate
social behavior. They also have some important
implications for practitioners.

Implications for Institutional Theory

As a private-decentralized institution, CMS
differ from laws (the archetype of a public-
centralized institution) in that they are nonstate-
created institutions where compliance is volun-
tary (i.e., not legally required) and they are
enforced through decentralized social and eco-
nomic interaction (Ingram & Silverman, 2002).
Yet CMS resemble laws in that they codify be-
haviors (Salbu, 1994). My analysis of the role of
codification suggests that codification may en-
able CMS to guide firm practices in settings
where private-decentralized institutions are
thought to be ineffective. For institutional the-
ory, this argument implies that current concep-
tualizations of the scope of private-decentral-
ized institutions may be too narrow.

More important, however, my theoretical rea-
soning suggests that the mechanisms through
which various institutional forms shape firm be-
haviors may be more complex than previously
assumed. It may be possible that private-
decentralized institutions can substitute for
public-centralized institutions not through emu-
lating some of the latter's defining institutional
features—legally mandatory compliance and
centralized enforcement—but, instead, through
emulating seemingly less important fea-
tures—in this case, codification. Thus, future re-
search may enhance our understanding of insti-
tutions by examining how various institutional
features (e.g., codification and certification) may
enable one institutional form to cross into the
realm of another form without relying on the
latter's mechanisms for shaping firm behaviors.
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Scholars have repeatedly called for greater
consideration of firm strategic behavior in the
analysis of private-decentralized institutions
(Dacin et al., 2002; Ingram & Silverman, 2002;
Oliver, 1991). Modeling firm responses to CMS
as strategic, rather than assuming that re-
sponses are myopic and isomorphic, I have ar-
gued that codification and certification can trig-
ger compliance patterns that ultimately
undermine the effectiveness of CMS. For institu-
tional theory, this reasoning suggests that our
understanding of the effect of private-decentral-
ized institutions on firm behaviors can be aided
by exploring the incentive structures through
which they engage interest-seeking firms. Thus,
rather than focusing on how differential institu-
tional pressures atfect the behaviors of strat-
egizing firms (Kostova & Roth, 2002; Oliver, 1991),
I suggest considering how an institution's inher-
ent incentive structure solicits or suppresses re-
sponses of strategizing firms. Analysis of incen-
tive structures and accompanying strategic
responses has generated considerable insights
into understanding the effectiveness of private-
centralized institutions (like hierarchies). Com-
parable insights may be gained in the context of
private-decentralized institutions.

Implications for Research on Corporate Social
Behavior

Following previous research on CMS, I have
conceptualized CMS as a private-decentralized
institution. Yet, unlike previous researchers, I
have not focused on broader environmental con-
ditions, such as regulatory environments and
isomorphic pressures, to explain firm responses
to CMS (Delmas, 2003; Guler et al., 2002; Mendel,
2002). Instead, I have examined how some of
CMS's unique features (i.e., codification and cer-
tification) may affect this institution's ability to
guide socially desired firm behaviors. I found
that codification and certification have both en-
abling and impeding effects. Thus, my analysis
implies that success and failure of CMS may be
only partially explained through analysis of
broader institutional conditions. Future re-
search on CMS may benefit from further inves-
tigating this institution’s inherent features. For
example, some CMS (like BBBOnlLine) require
that firms submit to a clearinghouse system that
keeps track of complaints against each firm.
Such a system may enable CMS to command

firm compliance in short-term transactions—a
situation in which compliance to private-
decentralized is thought to be low because it
lacks the incentive effect of the shadow of the
future (Axelrod, 1984).

Conceptualizing CMS as a private-decentral-
ized institution implies that compliance to CMS
is voluntary rather than legally mandated. Em-
pirically, such a conceptualization seems appro-
priate, since most CMS indeed currently operate
against comparably weak legal backdrops
(Brunsson & Jacobsson, 2000). Generally, legal
backdrops are weaker in the context of institu-
tions that span national borders and legislative
terrains (Brunsson & Jacobsson, 2000). Yet insti-
tutional conditions may change such that some
CMS begin operating against stronger legal
backgrounds. For example, as firms seek to com-
ply with the information security theme in the
Sarbanes-Oxley Act (Messmer, 2003), compli-
ance to information management standards
such as ISO 1799 and BBBOnLine may eventu-
ally become practically (though not technically)
legally required. Thus, future research may con-
sider conceptualizing CMS as a hybrid that in-
corporates features of both a private-decentral-
ized institution and a public-centralized
institution.

For practitioners, this paper has a very clear
message: the design of CMS matters. For policy
makers, design elements like codification and
certification matter in that they critically influ-
ence whether and how CMS guide desired firm
behaviors. This, in turn, has implications for the
degree to which CMS may complement or re-
place public-centralized institutions in the pur-
suit of social welfare. For managers, design
matters because it affects enforcement patterns
and facilitates (or impedes) coordination with
transacting partners. This paper suggests that
although codification and certification may
broaden the applicability of CMS, they risk get-
ting CMS stuck in the middle. Providing a tool
for improvement and acting as a signal for su-
perior performance may be exclusive endeavors
that can be made compatible only under some
very specific conditions.

This article also speaks to recent efforts to
connect the literature on corporate social re-
sponsibility (CSR1) with that on corporate social
responsiveness (CSR2; Frederick, 1994). "CSR2
shuns philosophy in favor of a managerial ap-
proach” and replaces “the abstract and often
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highly elusive principle of CSR1” with a "focus
on the practical aspects of making organiza-
tions more socially responsible to tangible
forces in the surrounding environment” (Freder-
ick, 1994: 155). CSR2 explicitly acknowledges
that corporate social responsiveness may face
constraints imposed by capital markets, and it
calls for exploration of institutional reforms that
make social responsiveness a practical reality
(Frederick, 1994).

My analysis moves in the realm of CSR2, and
I model firm responses to CMS as driven by
external sanctions and the quest for internal
benefits. This conceptualization echoes recent
survey results that suggest that firms continue
to be designed as profit-making mechanisms
with "no interest in the good of society” (Bartlett
& Preston, 2000: 199), but it limits my analysis in
that it does not address corporate social behav-
ior that is driven by higher considerations
(Windsor, 2001). Yet my analysis does not cate-
gorically exclude some of the more philosophi-
cal issues tied to corporate social responsibility.
In fact, it is possible that CMS represent the
middle stage that bridges corporate social be-
havior driven by laws and corporate social be-
havior driven by firms' intrinsic considerations
of right and wrong. As management practices
evolve, CMS may present a temporary state that
is akin to "a provisional statement of the present
status of the moral conversation” (Salbu, 1994:
359). As CMS practices become an integral part
of transacting, firms may internalize them such
that compliance is ultimately driven by firms'
internal notions of how to do socially responsi-
ble business rather than by external sanctions
and the potential for internal benefits. Future
research should explore the role of CMS in pro-
viding a stepping-stone in this process.

Finally, note that the framework I developed
in this study is not restricted to CMS; in fact, it
applies to any social initiative that operates
against weak legal backgrounds (and, thus,
tends to be created by nonstate agents), that
lacks a centralized enforcement authority, and
that includes codification and certification.
Therefore, it also informs us about the function-
ing of a variety of codes of behavior that meet
these criteria. Narrowing my empirical focus for
the purpose of this study facilitated the devel-
opment of a tight theoretical framework, but this
focus should not distract from this study’s appli-
cability to other social voluntary initiatives.

Limitations

The framework has some limitations that
need consideration as the ideas presented get
refined and tested in future research. Rather
than assuming that firm responses to CMS are
driven by isomorphic pressures, I have concep-
tualized firm responses as strategic, in the sense
that firms actively respond to CMS and comply
only if benefits outweigh costs. I have, however,
not considered the possibility that firms, in an
etfort to look good without doing good, may act
strategically in the sense that they decouple
stated practices from actual behaviors. Re-
search on the adoption of ethics codes suggests
that such decoupling is especially likely when
external pressures for social performance are
high (Kimerling, 2001; Weaver, Trevifio, & Coch-
ran, 1999). Decoupling processes also have been
documented in the context of quality manage-
ment (Kostova & Roth, 2002) and the adoption of
stock repurchase programs (Westphal & Zajac,
2001). In the context of CMS, decoupling may be
less of a concern, because third-party certifica-
tion limits the extent of such behaviors. How-
ever, while making decoupling less likely, re-
cent accounting scandals suggest that
certification systems can be faulty and may fail
to prevent decoupling. Certification systems
may break down as certifiers are caught in con-
flicts of interest due to consulting activities and
fee collection (Naveh et al., 1999; OECD, 2001;
O'Rourke, 2002). Thus, decoupling may remain a
risk, and there is a need for future research to
identify conditions when such risks become sa-
lient.

My analysis partially hinges on the willing-
ness of transacting parties to assign a worth to
firm compliance to best practices. For my anal-
ysis, I assumed that this willingness is given.
Yet actual willingness to reward compliance
will depend on the degree to which transacting
parties can internalize the benefits that arise
from firm compliance to best practices. I have
argued that even in the case of a public good
(such as environmental protection), willingness
to reward compliance exists to the extent to
which the public good can be bundled with pri-
vate benefits. Yet as long as benefits remain
that cannot be internalized, resulting levels of
compliance will be below socially desired lev-
els. Thus, the ability of CMS to entice firms into
the production of public goods is limited.
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When discussing CMS as a means to guide
socially desired firm behaviors, it is important to
acknowledge the difficulty of defining effective-
ness. I have explored the ability of CMS to trig-
ger immediate effects on firm behavior. How-
ever, besides assessing CMS with respect to
their intended effect on firm behavior, one might
assess CMS (and other voluntary social initia-
tives) with respect to their capacity to initiate a
dialogue, increase awareness, and change
mind frames (Massie, 2000; Salbu, 1994). The Sul-
livan Principles (a voluntary initiative on labor
practices in South Africa), for example, may not
have been particularly effective in changing
employment practices, but they have success-
tully changed corporate investors’ perceptions
about apartheid (Massie, 2000). Last, it also is
important to acknowledge a potentially much
darker side of CMS. Through fostering compli-
ance to codified practices, CMS may run the risk
of reducing social welfare by erecting trade bar-
riers that limit competition from firms that, for
various reasons, may not be able to meet certi-
fication requirements.

CONCLUSION

Over the last decade, practitioners have in-
creasingly relied on voluntary social initiatives
as a means of closing the gap between enforce-
able mandatory laws and the social goals de-
rived from universal principles and values (Eu-
ropean Commission, 2003; Gunningham et al.,
1998; Massie, 2000). Although nonmandatory in-
stitutions such as norms and informal rules can
be a powerful driver of firm behavior, they risk
failing when consensus about expected behav-
iors is incomplete (e.g., in cross-cultural settings
and in emerging management fields) and when
firm practices are difficult to observe.

In this article I have analyzed one example of
a voluntary social initiative, CMS, to theorize
how codification and certification may both
broaden and restrict the scope of normlike insti-
tutions. I have reasoned that codification and
certification enable these institutions to func-
tion in settings where nonmandatory initiatives
are thought to fail but that they limit their scope
by encouraging patterns of compliance that in-
troduce inconsistencies into decentralized en-
forcement processes. My analysis contributes to
institutional theory and the norms literature by
theorizing about the ability and limitations of

private-decentralized institutions to create order
without law in settings that violate the bound-
ary conditions for norms to function. This anal-
ysis contributes to the literature on corporate
social behavior by shedding light on the func-
tioning of voluntary social initiatives. For prac-
titioners, my study provides guidance for the
design of these initiatives. It suggests that in-
clusion of both codification and certification
may broaden an initiative's scope but can risk
triggering counteracting effects that reduce the
initiative's effectiveness.
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